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Presentation topics

« Unrelated Business Income Tax (UBIT)

« Why UBI can jeopardize tax-exempt
status

UBI’s three tests

Common types of UBI activities

UBI exceptions and exclusions

Principal form used to report UBI

IRS resources
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Iy%m; Important publications

* Publication 598, Tax on Unrelated
Business Income of Exempt
Organizations

« Publication 3079, Tax-exempt
Organizations and Gaming

« Both publications are available on
IRS.gov
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* The tax on UBI applies to most
organizations exempt from tax under
section 501(a) of the IRC.

* UBI is income from a reqgularly carried on
trade or business not substantially related
to the organization’s exempt purpose.

e The organization’s activity must meet all
three tests to be classified as UBI activity.
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Trade or business?

A
IRS

e The term trade or business includes any
activity carried on for the production of
iIncome from selling goods or from
performing services.

e An activity doesn’t lose its identity as a
trade or business just because it's carried
on within a larger group of similar activities
that may be related to the organization’s
exempt purpose.
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Regularly carried on?

A
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* A business activity is considered to be
regularly carried on if it shows a frequency
and continuity, and is conducted in a way
similar to comparable businesses of
nonexempt organizations.

* The normal time span of the activity as
conducted by the exempt organization Is
determined by comparing its time span
with that of the same activity conducted by
a nonexempt entity.
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Not related to the exempt purpose?

* To be substantially related to an
organization’s exempt purpose, an entity
must contribute importantly to
accomplishing that activity.

 Just because the organization uses the
iIncome from the activity to further its
charitable purposes, doesn't make the
activity substantially related to its exempt
PUrpPoSeSs.
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Advertising

forms of public

e This includes t
space in week
journals, news

 Many organizations sell advertising in
their publications, programs, or other

communication.

* Income from this sale of advertising is an
unrelated trade or business income.

ne sale of advertising
y bulletins, magazines,

etters, or even on the

organization's website.
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Sale of merchandise

* This can be an unrelated business activity If
the items being sold don’t have a substantial
relationship to the organization’s exempt
pUrposes.

 Selling products that result from the
performance of an exempt function is not an
unrelated trade or business if the product is
sold in the same condition it is in when the
exempt functions are completed.
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Provision of services
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¢ Sometimes an organization will provide
services to individuals or other
organizations and such services do not
substantially further the organization’s
exempt purpose.

* The payments received for these services
may be unrelated business income.
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Leases

A
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* Our final example of common activities that
may generate UBI concerns leases or
rental agreements.

« What if an organization enters into a lease
with a third party who operates the
organization’s parking lot and pays rent to
the organization — is the rental income

taxable?
* For now the answer is: It depends.
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Unrelated trade/business exceptions

* The first exception applies to activities
conducted by an exempt organization’s
volunteers.

* Any trade or business in which
substantially all the work is performed for
the organization without compensation IS
not an unrelated trade or business.

« See Publication 3079, Tax-exempt
Organizations and Gaming
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Convenience
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* This exception applies to section
501(c)(3) organizations that operate a
trade or business for the convenience of
members, students, patients, employees,
or officers.

* An example would be an exempt
university that operates laundry facilities
available to its students residing in its
dormitories.

UBI | EXEMPT ORGANIZATIONS




A
IRS

Sale of donated goods

A trade or business that sells merchandise,
substantially all the organization received as
gifts or contributions, is not an unrelated
trade or business.

* A thrift shop operated by a tax-exempt
organization that sells donated clothes and
books to the general public, and the
proceeds of which go to the exempt
organization, is not an unrelated trade or
business.
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Distribution of low-cost articles
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 For tax years beginning in 2014, the cost
of the item to the organization that
distributes the item has to be $10.40 or
less In order to meet this exception.

 For tax years beginning in 2015, it's
$10.50 or less.
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Trade shows

One of the purposes of the organization in
sponsoring the activity must be either:

1. Promoting and stimulating interest in, and
demand for, the products and services of
that industry.

2. Educating the persons in attendance
regarding new products and services, or
new rules and regulations affecting the
iIndustry.
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Sponsorship

« Under the sponsorship exception, soliciting
and receiving qualified sponsorship
payments is not considered an unrelated
trade or business.

* Use or acknowledgment does not include
advertising the sponsor’s product or
services.

UBI | EXEMPT ORGANIZATIONS




¥i .
I%m; Bingo

* Income derived from bingo games may
be eligible for a special tax exemption

* In addition to the exception regarding

uncompensated volunteer labor if the
0ingo game Is the traditional type of
ningo, It's legal under state and local
aw, and It's not ordinarily carried out
on a commercial basis.
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UBI| exclusions

* The IRC also provides certain exclusions
and deductions from the calculation of the
UBIT.

* It's important to note that these exclusions
may not apply to 501(c)(7) social club
organizations.

UBI | EXEMPT ORGANIZATIONS




A
IRS

Interest, dividends, annuities, etc.

« All dividends, interest, annuity payments
with respect to security loans, income
from notional principal contracts, and
other income from an exempt
organization’s ordinary and routine
Investments that the IRS determines are
similar to these types of income are
excluded in computing UBI.
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Royalty income

» Royalties are also excluded in computing
UBI.

* To be considered a royalty, a payment
must relate to the use of a valuable right.

« Payments for trademarks, trade names,
or copyrights are ordinarily considered
royalties.
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Rental income
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* Rents from real property, including
elevators and escalators, are excluded
In computing UBI unless the property is
debt financed.

* Rents from personal property are not
excluded. However, special rules apply
to mixed leases — that is, leases of both
real and personal property.
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Gains/losses from sale of property

» Gains or losses from the sale, exchange,
or other disposition of property are
excluded from UBI.

« Stock in trade or other property of a kind
that would be included in inventory if on
hand at the close of the tax year, property
held primarily for sale to customers in the
ordinary course of a trade or business is
not included in this exclusion.
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Form 990-T
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* The Form 990-T is used to report
unrelated business income and to pay the
associated tax on that income.

 |f an exempt organization has unrelated
business income of more than $1,000, it
must file Form 990-T.

* The form is four pages long — pages three
and four are schedules.
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UBI deductions
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« UBIT is similar to the calculation of other
Income taxes in that UBI can be offset by
related expenses.

* An exempt organization can take a net
operating loss deduction in calculating its
unrelated business taxable income.

* An exempt organization is also allowed a
deduction from UBI for charitable
contributions it makes.
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NOLSs
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 This Is a net loss from an unrelated
business activity.

« The NOL deduction is allowed In
computing UBI

 The NOL for any tax year, the carry-backs
and carryovers, and the NOL deduction
are without taking into account any amount
of iIncome or deduction that's been
specifically excluded in computing UBTI.
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Charitable contributions
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« An exempt organization can deduct charitable
contributions when computing its UBI, whether or
not the contributions are directly connected with
the unrelated business.

* The contribution must be paid to another qualified
organization.

* An EO subject to the UBI tax is allowed a
deduction for charitable contributions of up to 10
percent of its UBI computed without regard to the
deduction for contributions.
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Form 990-T reporting
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« Any exempt organization that has gross income
of $1,000 or more for any taxable year from the
conduct of any unrelated trade or business is
required to file Form 990-T.

* The return is due on the 15th day of the fifth
month following the end of the organization’s
accounting period.

« An organization that operates on a fiscal
calendar year needs to file the Form 990-T by
May 15th of the following year.
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Public inspection requirements
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* Under IRC Section 6104(d), a Section 501(c)(3)
organization that files Form 990-T must make
Its entire annual exempt organization business
Income tax return, including amended returns,
available for public inspection.

* The Form 990-T and related schedules must be
made available for public inspection for a period
of three years from the date the Form 990-T is
required to be filed, including extensions.
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Subscriptions v | Language % | Information For... »

mIRS Search
* Businesses

Filing ~ FPayments Refunds Credits & Deductions Mews & Events Forms & Pubs Help & Resa ! Ehafrities & Mon-
rofits

¥ Government Entities

» Individuals

» Tax Professionals

File Your > Get Your > Pay Your > » Retirement Plans

Tax Return Refund Status Tax Bill » Tax Exempt Bonds
"f‘
Forms and Pubs Hot Topics Filing & Payment
y 941 y W-2 * Free File: File your return for free » Request an Electronic Filing PIN ""’e’e"refund’

y 4506-T » W-8BEN » Pay Your Tax Bill * Order a Return or Account Transcript mﬂ‘@
y 1040 y Pub 15 * Eamed Income Tax Credit » Use the Interactive Tax Assistant =
y §54 y W4 » Affordable Care Act Tax Provisions » Apply for an EIN Online ‘"ﬂ*‘fﬂe
y 2848 » W-9 + More ... ¥ First Time Homebuyer Credit Look-up

EFTPS’
» More ... » More ...

Hurricane Sandy Relief
Extended for Some MJ and
MY Victims

Statement on Court Ruling
Related to Return Preparers

Penalty Relief for Farmers
and Fishermen

» More ...

2013 Filing Season 2013 Free File, e-Flle 2M3EITC Offshore Disclosure Identity Theft

Everyone Can Use Free File
Prepare or file returns for free via software or online fillable
farms.

Use IRS e-File
It's fast and secure and helps you file right the first time.

What to Expect for Refunds for 2013
Find out when to expect your refund and how to check on
its status.

- P 9
P o) cooo@ [ 7

Welcome to Free File!

w ¢
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Charities & Non-Profits

Filing Payments

Refunds Credits & Deductions Mews & Events Forms & FPubs

Help & Resources

for Tax Pros

Charitable Organizations

Churches & Religious
Organizations

Puolitical Organizations
Private Foundations
Other Mon-Profits

Contributors

Charities & Non-Profits
Topics

A-Z Index

Search for Charities
Calendar of Events
Charity and Monprofit
Audits

Free e-Mewsletter
Online Training

Life Cycle

Tax Information for Charities & Other Non-
Profits

Annual Reporting & Filing
990-series forms, requirements, and filing tips

How to Apply to Be Tax-Exempt
What new organizations need to know

Revoked? Reinstated? Learn More
Information about the automatic revocation process and how to be reinstated. NEW: Information for
credit unions.

Education, Workshops and Seminars
IRS programs and materials for non-profit organizations

EO Select Check
Search for a tax-exempt’s status

StayExempt.IRS.gov
Tax basics for exempt organizations

How to Stay Exempt
Resources for tax-exempt nonprofit organizations

About Us
General information and how to contact us

Page Last Reviewed or Updated: 2012-08-01

-

Proposed Regulations on
Hospital CHMAS
Self-Declarers
Questionnaire

-

-

Group rulings
guestionnaire

Latest changes to Form
990 for TY2012
Examinations: Charities
and Monprofits Audits

-

-

?ﬂ. Lecal intranet | Protected Mode: Off
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A-Z Site Index

¥HIRS

Filing Fayments

Chantable Organizations

Churches & Religious
Organizations

Political Crganizations
Private Foundations
Other Mon-Profits

Contributors

Charities & Mon-Profits
Topics

A-Z Index

Search for Charities
Calendar of Events
Charity and Monprofit
Audits

Free e-Mewsletter
Online Training

Life Cycle

Refunds Credits & Deductions

Subscriptions ~ | Language * | Information For._. ~

Search

Mewis & Ewvents Forms & Fubs

Charities and Nonprofits A-Z Site Index v

Help & Resources

(A-E) I (E) | (K0) | (PT) | (uz)
A
e Abusive Tax Avoidance Transactions
e Academic Institutions Initiative
s Accountable Care Organizations (ACQOs) and the Medicare Shared Savings Program (MSSE)
e Action Organization
e Advance Approval of Grantmaking Procedures
e Advance Ruling Process Elimination
e Advisory Committee on Tax Exempt and Government Entities (ACT) Reports
e Affordable Care Act of 2010

= Affordable Care Act Tax Provisions
= Mews Releases. Multimedia. Published Guidance

e Agricultural and Horticultural Organizations - 501(c}5)

e Annual Electronic Filing Reguirement of Small Exempt Organizations (ePostcard) see e-
Postcard

e Annual Information Return see filing requirements

s Annual Reports and Work Plans

e Appeals Office Consideration

» Publication 892, Exempt Orgamizafions Appeal Procedures for Unagreed Issues
= Fast Track Settlement of Examinations |ssues

e Appeals to Courts

e Application Process

Applying for Tax-Exemption: An Overnview SfayFxempf org minicourse
Expediting Application Processing
Form 1023, Application for Recognition of Exemption Under Section 501(cl(3] of the Infernal

Reveriue Code

Form 1023 Instructions

Form 1024, Applicafion for Exempfion Under Sectfiorn 501(a)

Form 1024 Instructions

Mailing Address for Applications for Exemption

Publication 557, Tax Fxempt Status for Your Qrganization

Publication 4220 Appilving for 501{cl{3] Tax-Exempt Stat

Tax Law Compliance Before Exempt Status is Recognized
= Where is My Application?

s Auctions

e Audits of Exempt Organizations see also Examinations

e Automatic revocation of exempt status for failure to file for 3 consecutive years

=} Advanced

for Tax Pros
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Subscriptions ~ | Language ~ | Information For...

m] RS Saarch "1'1 Advanoed

Filing  Pavments Refunds = Credits & Deductions  Wews & Events  Forms & Pubs  Help & Eesources  for Tax Pros

Charitable Organizations EO Select Check - =

Churches & Religious

Organizations Exempt Crganizations Sefect Check is an on-ine search tool that allows wsers to search for and select
- o an exempt organization and check certain information sbout its federal tax status and filings. It

Political Organizations consolidstes three former search sites into one, providing expanded search capability and a mons

Private Foundations efficient way to search for organizations that:

Crther Mon-Profits « Are gligible to receive tax-deductible chantable contributions (Publication 78 data). Users may

. i rehy on this list in determining deductibility of their contributions {just as they did when Publication

Contributors T8 was 3 separate electronic publication rather than part of Select Check).

Updared date postong dare: 2-3-2015

+« Have had their tac-exempt status sutomatically revoked wunder the lsw becsuse they have not filed
Form 5580 senies returns or notices annualhy s reguired for three consecutive years (Auto-
Revocation List)
Updared date posong dare: 2-3-2015

« Have filed 3 Form 250-N {e-Posteard) annual electronic notice. (Most small exempt organizations
whose annusl gross receipts are normalhy 550,000 or less are reguired to electronically submit Form
550-M, unless they choose instead to file 3 completed Form 530 or Form S50-EZ)
Updared date postung dare: 2-23-2H5

A tip for organizations and denors about the timing of data updates.

In sddition to searching for a3 particular organization, wsers may download a complete list of each of the
thres types of organizations through Exempt Crganizations Select Chack.

Exempt Organizations >

Select Check Tool

UBI | EXEMPT ORGANIZATIONS




Calendar of Events

A
IRS

Subscriptions » | Language » | Information For b

@IRS Search Q Advanced

Filing Fayments Refunds Credits & Deductions Mewys & Ewents Forms & FPubs Help & Resources for Tax Pros
Charitable Organizations Calendar of Events

Churches & Religious

Organizations Upcoming Events

Political Organizations

Private Foundations
IRS Exempt Organizations offers specialized education programs to help exempt organizations
Other MNon-Profits understand their tax responsibilities. The list below provides information about events on exempt
Contributars organizations topics, and links to detailed information, including registration websites, for scheduled
programs.

Webinars - EQ tax law programs from your computer

Register now for free webinar on churches and religious organizations - July 26, 2012.

Phone forums - Free phone forums featuring IRS employees discussing exempt organizations
topics.
Register mow for phone forum on exempt organizations and gaming - July 18, 2012.

Workshops - Small and Medium-Sized Exempt Organizations - face-to-face programs on exempt
organizations tax issues

Conferences - presented or sponsored by IRS Exempt Organizations

Mationwide Tax Forums - the latest word from IRS leadership and other experts in the exempt
organizations tax law field

Additional information

= Materials from past events
= On-line educational programs available anytime at www_stayvexempt irs gov

Page Last Reviewed or Updated: 2012-08-02

Q. Resolve an Issue && Learn About IRS && Work at IRS 4 Get Important Info LH visit Other Sites
» Appealing a Tax » Commissioner » Careers *» Tax Fraud & Abuse » Espariol
Dispute » Organization » Job Postings » Privacy Policy ¥ FR3Z
* Responding to a » Compliance & » Equal Employment » Reporting Phishing » 5o
LErEE Enforcement Opportunity » Identity Theft » Pyccknii
» TEXQEYBT Advocate » Tax Stats, Facts & * Contracting Opportunities » Mo FEAR Act » Ting\Viét
Service Figures T e
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EO-Update: Free e-Newsletter
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Subsoriptions « | Language w | Information For... s

ml RS Search Q Advanced

Filing  Payments Fefunds Credits & Deductions Mews & Events Forms & Fubs Help & Resources far Tax Fros

Charitable Organizations Current Edition of Exempt Organizations o0&
Churches & Religious Update

Crganizations

EQ Update is a pericdic newsletter with information for tax-exempt crganizations and tax practiticners -
) ) attorneys, acoountants, and others - who represent them, fram Exempt Organizations {Tax-Exempt and
Frivate Foundations Govemment Entities) at the IRS.

Other Mon-Profits

Paolitical Crganizations

Contributors

Issue Highlights Release
Date

Inside This Issue

20138 532013

1. Reminder: Calendar year Form 580 series returns due by
May 15

2. Executive Summary updated in EQ's Final Report on
Colleges and Universities

Browse the newsletter archive or subsaribe to future editions.

Fage Lazt Reviewed or Updated: 03-May-2013

UBI | EXEMPT ORGANIZATIONS




A
IRS

Stay Exempt

g’ IRS Stay Exempt

Tax Basics for Exempt Organizations m
fON== a0

Accessibility OFF

Home  Mew Organizations Existing Crganizations In-depth Topics  Resource Library

-

Welcome to Stay Exempt

an IRS site created especially
for 501(c)(3) organizations

How to apply for Maintaining your Expand your exempt =
tax-gxempt status tax-esxempt status organization knowledge *

Existing Organizations In-depth Topics

y

RESCURCE LIBRARY 8ITE MAP PR MACY ACCEREIBILMTY ABOUT LB FAGIE CONTACT UB WEBMAETER GET HELP
BtayExempt 1 a faderal government web ilte managed by the U8 internal Revanue Sarvice.

-
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IRS Video Portal

. oll‘?
IRS Video'

TOPIC AREAS

p Churches Information for Non-Profits
P Disabilty Awareness

) Disastrformation
b FirgRetms
) Fundaisng & Donators
poamng

P Help & Resources

Use the buttons on the left to view

all presentations in a specific category

P International Activities B o

P New Non-Profits

P State Tuition Orgs

l
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More information
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Charities and Nonprofits page

For forms, publications, general information:
WWW.irs.gov/charities

Web-Based Training Program
For 501(c)(3) organizations:
StayExempt.irs.gov

General Questions
Account issues only:
1-877-829-5500 (toll free)
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